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Abstract 
Many studies carried out in relation to construction 
procurement methods reveal evidence of a need to 
change of culture and attitude in the construction 
industry. This culture change would transition from 
traditional adversarial relationships to cooperative 
and collaborative relationships. Relational 
contracting approaches, such as partnering and 
relationship management, are business strategies 
whereby client, commercial participants’ and 
stakeholders’ objectives are aligned for mutual 
benefit. The efficacy of relationship management in 
the client and contractor groups is proven and well 
documented. However, the industry has a slow 
implementation of relational contracting down the 
value chain. This paper reports the findings of an 
empirical study which examined the practices and 
prerequisites for relationship management 
implementation success and for supply chain 
engagement to develop. Questionnaire survey, 
interviews and case studies were conducted with 
Australian contracting organisations in this study. 
The study reveals that the adaption of relational 
contracting approach in the supply chain is found 
to be limited and contractors still prefer to keep 
suppliers and subcontractors at arm’s length. 
Findings also show that the degree of match and 
mismatch between organizational structuring and 
organizational process is found to have an impact 
on staff’s commitment level and performance 
effectiveness.  
 
Background 
Relational approach has been an increasing popular 
choice of procurement strategy in the construction 
industry. Even though ‘relationship management’ 
and ‘relational contract’ have attracted strong 
attention in both main stream management and 
scholarly research, the approaches to relationship 
management and relational contract vary and their 
definitions remain ambiguous. The following 
section discusses the context of relationship 
management and relational contracting. 
 
Relationship Management Overview 
Relationship management (RM) was initially 
developed from relationship marketing (Grönroos, 
2000; Gummesson, 2001) and can be traced back to 
the industrial and service marketing literature from 
the 1980s.  
 
There are many definitions of RM. One of the most 
widely adopted definitions is Berry’s description of 
RM as ‘attracting, maintaining and – in multi-
service organisations – enhancing customer 
relationships’ (Berry, 1983, p.25). Grönroos (1996) 
describes RM as a process of managing the 
organisation’s market relationships by which allows 
organisations to identify and establish, maintain and 
enhance and, when necessary, terminate 
relationships with customers and other stakeholders, 
at a profit so that the objectives of all parties 
involved are met through mutual exchange and 
fulfilment of promises (C. Grönroos, 2007) i.e. 
interactions and continuous improvement. Sheth’s 
definition of RM reflects similar theme. Sheth 
(1994, p.2) describes RM as ‘the understanding, 
explanation and management of the on-going 
collaborative business relationship between 
suppliers and customers’ and companies must align 
their business processes to achieve higher level of 
efficiency and effectiveness when operating under a 
RM regime (Sheth & Sisodia, 2002). One common 
message is relationships are built on past behaviour 
and future promises. 
 
The movement toward RM is triggered by a number 
of factors. One of the predominant factors as 
suggested by Hunt, Arnett and Madhavaram (2006) 
is the increase in ‘strategic network competition’ 
between companies. Hunt et al. defines network as 
‘a group of independently owned and managed 
firms that agree to be partners rather than 
adversaries’ (Hunt, et al., 2006, p.75). For example, 
Company A no longer competes with Company B 
and Company C (and so on) in the same industry 
only. Instead, Company A and its partners (e.g. 
Company A’s Financial Institute, Advertising 
Agent, Insurance Company) compete with 
Company B and its partners and Company C and its 
partners. Companies begin forming alliances 
(networks) between different sectors and these 
networks compete with each other.  
 
The building of networks between companies is not 
the only RM influence factor. Other RM influence 
factors include the establishment of strategic 
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alliances, which leads to the need for development 
of customer databases and to manage relationship-
oriented communications (C. Grönroos, 2000). 
However, companies do not collaborate for the sake 
of collaboration. Companies would only engage in 
relational exchanges when the perceived benefits 
derived from such activities exceed the costs 
incurred (Hunt, et al., 2006). 
 
Relational Contracting Overview 
‘Contract means relations among people who have 
exchanged, are exchanging, or expect to be 
exchanging in the future’ (MacNeil, 2000, p.878). 
Relational contracting is an approach that provides 
a collaborative environment and a framework for 
all participants to adapt their behaviour to project 
objectives and allows for engagement of those 
subcontractors and suppliers ‘down the supply 
chain’. It is based on recognition of and striving for 
mutual benefits and win-win scenarios through 
more cooperative relationships between the parties 
(S Rowlinson & Cheung, 2003). Rahman and 
Kumaraswamy (2002) describes relational contracts 
as the ‘ongoing dynamic state’ of relations among 
the contracting parties and promises to do 
something in the future (MacNeil, 1978), in the 
process of projecting ‘exchange’ into the future 
(MacNeil, 1985). 
 
Relationship Management in Construction 
Supply Chain 
Relationship contracts are usually long-term, 
develop and change over time (Cheung & 
Rowlinson, 2007). Relationship management is a 
system that provides collaborative environments 
and frameworks for all project participants to adapt 
their behaviour to project objectives and allows for 
engagement of the supply chain. It is about 
integration of the project team. Relational 
approaches are particularly suitable in the 
Australian culture, where open communications and 
direct confrontations are accepted and indeed 
preferred (Y.K.F. Cheung, 2006a), which are some 
of the fundamental bases for relational approaches 
to be successful. 
 
Key concepts for successful relational contracting 
approach have been reported in recent studies (e.g. 
Yan Ki Fiona Cheung, 2006b; Dainty, et al., 2001; 
Price, Bryman, & Dainty, 2004; D. Walker & 
Hampson, 2003). These studies identified 
empowerment, motivation, commitment, 
organisation structure and culture as being 
significant in the implementation of a sound 
relational contracting approach to projects. 
Relational contracting approaches have received 
strong interest in the construction industry and the 
efficacy of relationship management in the client 
and contractor groups has been well documented. 
However, little research has been done in the 
supply chain context. 
 
Studies suggest that relational approaches, such as 
partnering, alliances, framework agreements and 
relationship management, provide positive 
contributions to social, environmental and 
economic sustainability and help to satisfy client 
and stakeholder interests (Blau, 1963; MacNeil, 
1978, 1985; Rousseau & Parks, 1993). In other 
words, relational contracts provide the means to 
achieve sustainable, on-going relationships in long 
and complex contracts by an adjustment process of 
a more thoroughly transaction specific, on-going, 
administrative kind (Kumaraswamy & Matthews, 
2000). The essence of relationship management is 
also found in collaborative procurement. 
Collaborative procurement aims at engaging parties 
at all project stages; competitive bidding is no 
longer the only selection criterion for contractors 
and design consultants, as well as suppliers 
(Hughes, et al., 2006). Also, some reliance is placed 
on the deliberate development of long-term 
working relationships which requires trust building. 
Another characteristic of collaborative procurement 
is the number of partners is limited. This is 
particularly crucial in countries such as the UK and 
Hong Kong, where multi-level subcontracting is a 
common practice.  
 
The common aim of all relational contracts is to 
recognise and strive for mutual benefits and win-
win scenarios between project parties in a long-
term basis (S Rowlinson & Cheung, 2003). In such, 
relationship management has strong emphasises on 
cooperative relationships in the supply chain, 
proactive problem solving and open and honest 
communication between project parties; in other 
words, more collaborative working arrangements 
and sustainable practices.  It is clear that relational 
contracting is predicated on a broader view of 
procurement approach; it implicitly incorporates 
supply chain engagement, essential if the 
performance indicators of best value, community 
benefit and innovation are to be achieved. One of 
the main differences between relational contracts 
and traditional hard-dollar contracts is the problem 
solving mode where performance problems in 
relational contracts are solved in a more 
collaborative manner amongst project team 
members and the senior management, without 
recourse to claims and litigation (Bresnen & 
Marshall, 2000a; Yan Ki Fiona Cheung, 2006b). In 
some cases, contractors would absorb extra costs in 
order to maintain good relationships with the client 
and increase the chances of gaining future business 
(Bresnen & Marshall, 2000a). Organisational 
behaviour variables such as structure, culture, 
commitment, empowerment and motivations are 
crucial in leading to the outcome of relational 
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contracts. Construction industry’s uniqueness also 
means the arrangements for contractual and 
operational must fit for each project situation. 
 
Rationale 
The underlying principles which frame this research 
are sustainability, relationship management, 
empowerment, motivation, commitment, 
organisational structure and culture. Previous 
research indicates that relationship management can 
provide collaborative environment and framework 
for all project participants, and towards assisting in 
the integration with the supply chain. However, as 
it is indicated earlier, relationship management 
process has been focused on the client and 
contractor groups and without a structured approach 
on supply chain integration. Research has also 
shown that organisational structure and culture 
influences the effectiveness of relationship 
management. Previous researchers have also 
indicated that successful empowerment 
implementation can lead to improved productivity 
and quality, increased job satisfaction, improve 
motivation which subsequently leads to stronger 
commitment (Dainty, et al., 2002; Nykodym, et al., 
1994; Sashkin, 1984; Swenson, 1997; Wellins, et 
al., 1991). This research aims to shed light on the 
practices and pre-requisites for relationship 
management to be successful in the supply chain. 
 
The research is predicated on the fact that the 
benefits of collaboration and relational approaches 
in construction projects are now evident. From 
economic and social prospective, relational 
approaches, such a partnering, can achieve real cost 
saving and client satisfaction (National Audit 
Office, 2001, 2005). Successful sustainable 
relationships in the supply chain rely on relational 
forms of exchange characterised by open and 
honest communication and high levels of 
commitment between project stakeholders. Close 
collaboration with a wide variety of stakeholders 
from various backgrounds and professions, such as 
sub-contractors, suppliers, contractors, government 
agencies, consultants, architects, project managers 
and local communities is essential for business to 
thrive. 
 
A sustainable supply chain provides construction 
organisations with a downstream resource, such as 
innovations and knowledge sharing, which adds 
value to its products. Upstream, contractors put 
clients first and would endeavour for long-term 
business relationships with many. By studying the 
organisational and individual characteristics within 
the project team, it will be possible to identify 
factors that facilitate sustainable relationships 
between contractors and its stakeholders and, hence, 
lead to long-term business success, community 
benefit and a sustainable industry. 
 
Collaboration and teamwork are crucial since 
sharing up-to-date information and joint problem 
solving between participants lead to minimisation 
of errors, reduction of time delays and stimulates 
innovation. The formalisation of these issues 
through relationship management mechanism 
allows the evolution of a sustainable relationship 
between participants, to the benefit of all.  
 
In Modernising Construction published by NAO 
and Sir John Egan’s report on Accelerating Change, 
both reports highlight the construction industry 
needs to have better management of construction 
supply chains and more integration of the supply 
process to achieve sustainable construction.  
However, studies of relationship management 
approaches focus on the main players, client and 
main contractor, but not the whole project team. 
One of the barriers to implementation of relational 
approaches through the supply chain is 
subcontractors and suppliers are not empowered or 
invited to attend project meetings or to have direct 
communication with project based staff (Dainty, et 
al., 2001).  
 
Methodology 
In Cheung’s study (2006b), it shows that 
subcontractors’ involvement in the relational 
contracting process are highly valuable for 
knowledge exchange and innovations. This research 
takes Cheung’s work as a starting point and 
develops it further into a study of implementation 
of relational contracting in the supply chain. A 
combination of questionnaire survey, interviews 
and case studies were used in this research. Face-to-
face questionnaire survey was carried out with 100 
professionals from 27 contracting organisations in 
Queensland. A follow-up survey sub-questionnaire 
which examined project participants’ perspectives 
was sent to another group of professionals (as 
identified in the main questionnaire survey). Of 486 
sub-questionnaires distributed, 116 completed and 
usable ones were returned. Statistical analysis 
including multiple regression, correlation, principle 
factor analysis and analysis of variance were used 
to identify the underlying dimensions and test the 
relationships among variables.  
 
Results and Discussions 
Influence 
Findings suggest there is a medium amount of 
influence between principal contractors and project 
stakeholders in general. The overall distribution of 
influence between the parties also varies. It is found 
that clients and consultants have strong influence 
on principal contractors; whereas principal 
contractors have stronger influence on designers, 
subcontractors and suppliers.  
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In general, professionals indicate principal 
contractors generally influences clients on the 
project process, whereas principal contractors 
influence subcontractors’ business operating style 
by changing Subcontractors’ expectation of service 
and delivery mode. Various professionals indicated 
they have been providing assistance to their 
subcontractors’ and suppliers’ business and 
structure development though sharing knowledge 
and influencing on their future business operating 
style. This inter-organisational influence is 
particularly apparent in alliance projects as 
observed from professionals’ comments, even 
though there might not be a sub-alliance agreement 
in place with the subcontractor. 
  
Communication 
Projects with strong inter-organisational influences, 
easy access to information, strong personal 
acquaintance and frequent group communication 
are found to have good understanding of 
organisational structuring and communication. 
Principal contractor and project stakeholders 
generally have medium to high levels of consensus. 
When disagreements arise, the most frequently used 
resolution method was by directly confronting the 
issues. As expected, the more often professionals 
directly confront issues, the less likely professionals 
are to avoid or smooth over issues. 
 
Professionals communicate by telephone 
conversation mostly, followed by face-to-face 
discussions. Quality of communication between 
contractors and project stakeholder groups is found 
to be highly satisfactory. Findings suggest that good 
communication quality and strong personal 
acquaintance result in high levels of agreement. 
There is an average level of agreement between 
principal contractor and project stakeholders.  
 
Conflict Resolutions 
When disagreements arise, the most frequently used 
resolution method is by an open exchange of 
information about the conflict or problem and a 
working through of differences to reach a mutually 
agreeable solution. Professionals point out 
disagreements between project parties are 
unavoidable in construction projects. Interestingly, 
the same professionals also pointed out project 
parties ‘don’t have to agree on everything’ but 
‘agree on different point of view’ and ‘focus on best 
project outcome’. However, if project participants 
do not know if they have similar level of agreement 
on the specific ways work is done, how can 
difference be worked out and improve work 
efficiency and effectiveness?  Last but not least, if 
project parties do not know the degree of agreement 
or disagreement among the parties in the terms of 
their relationships, how can issues such as 
relationship equality and project participants’ level 
of commitment be addressed? The outcome would 
consequently hinder on further improvement on the 
working relationship. 
 
Professionals prefer resolve conflicts through direct 
confrontations. However, smooth over issues is not 
an uncommon resolution approach either. In fact, 
professionals see smoothing over issue as being 
‘compromised from both sides’. Typical example 
given by a couple of professionals is project parties 
always try to resolve issues at the site level rather 
than escalate to senior management levels. Hence, 
in order to keep the project moving, professionals 
would adopt the approach of smoothing over issues 
in certain situations. It becomes evident that 
professionals tend to use a combination of conflict 
resolution methods such as direct confrontations, 
followed by smooth over issues and/or escalate the 
issues up the hierarchy. However, as one of the 
professionals pointed out, ‘but if it’s likely to cost 
money, we always discuss it [the issue] to sort it 
out’. Open confronting issue remains the vital 
course of resolution. At the end of the day, no 
matter which conflict resolution method is used, 
project parties must settle on a decision and move 
on with the project. 
 
Yet on the other hand, lack of sense of urgency and 
poor attitude towards issues are comments which 
constantly surfaced at interviews. Such behaviour 
often leads to frustrations or recurring problems and 
inability to close issues. 
  
A major finding from this research reveals that 
projects with easy communication, less phone calls, 
strong personal acquaintance, lots of group 
communication and do not spend a lot of hours 
communicating have higher consensus level. 
Moreover, significant differences are found 
between the principal contractors and most project 
stakeholders. This finding suggests an issue that 
needs further investigation – if either party is 
unclear whether they agree on the goal priorities or 
not, how can project parties work towards ‘best for 
project’ the underlying goal? This is reflected in 
professionals’ comment on the different perceptions 
on acceptable levels and acceptable solutions, 
particularly between principal contractors and 
consultants. 
 
Commitment 
Levels of affective and normative commitment are 
found to be above average, specifically affective 
commitment, which is the strongest amongst the 
three commitment dimensions. The three 
commitment dimensions are: affective (emotional 
attachment to the organisation), normative 
(acceptance of the organisation’s set of values) and 
continuous (the costs of leaving the organisation 
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outweigh the opportunity costs of staying). Level of 
continuance commitment is found to be below 
average. However, no significant differences are 
found on the levels of commitment between 
different types of procurement. 
 
Performance Effectiveness 
Findings indicate that alliance and Early Contractor 
Involvement (ECI) projects achieve higher 
performance effectiveness at short-term as well as 
long-term levels than projects with either no or 
partial relationship management adopted. 
Key issues affecting performance effectiveness and 
perceived relationship effectiveness include the 
total influence between parties, access to 
information, personal acquaintance and 
communication process. Most professionals 
indicate they are clearly aware of the client 
organisations’ goals and priorities, through regular 
public workshops and forums organised by the 
public sector client. Professionals also point out 
they are informed about other organisations’ goals 
due to close working relationships and through 
personal informal open communication at various 
levels (from district directors to site supervisors) 
over coffees or site inspections, suggesting a level 
of trust is developed over a series of interpersonal 
encounters and established mutual obligations 
(Cheung & Rowlinson, 2007; Moorman, et al., 
1993). 
 
Conclusions 
Based on the research findings, the following 
conclusions are drawn. Relationship management 
brings professionals from different industry groups 
together by providing an interactive communication 
platform. It provides the setting for knowledge 
sharing and innovations which leads to cost and 
time saving. Relationship management needs to be 
implemented as a continuous process up-front and 
throughout the project. It has been shown that the 
degree of match and mismatch between 
organisational structure and process has an impact 
on project professional’s commitment level and 
performance effectiveness. The concept of 
relationship management needs to be filtered down 
to all levels in the supply chain for parties to retain 
strong buy-in and commitment, and project parties 
need to recognise the benefits of relationship 
management. Contractors have the ‘taste’ of 
benefits from collaborations with suppliers and 
subcontractors; however, contractors still prefer to 
keep them at arm’s length, highlighting the supply 
chain is not sustainable. Relationship management 
culture and principles needs to be promoted and 
embedded in people’s mindset, through education 
in universities and institutions as well as 
participation in relationship management project 
process. 
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